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SURVEY OF CURRENT BUSINESS

May 1940

Residential Construction

£ Guwosd 1. Dennla, (hief, Constraction aod Resd Froparts Bsctin

URIN(: the first 3 months of 1040 residential eon-

siruction meintainad the same penetal level of
actvity which hns ahoracterized it sines the finel quar-
ter of 1038. Although the wvalue of residential con-
tracts owneded in 37 Eastern Statas, adjusted for
sensonal variation, hos been slightly lower than during
the last 5 months of 1939, the declina hna not bean
Jarge. The relatively minor decline sinca Inst summer
oceurred primarily in public eontracts, while private
work, except in Janusry, continued at o comparatively
high rate. As figure 8 shows, the month-to-month
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fluctuntions in residentinl contract swards have heen
iregulor in direction and substantial in amount for
many wmontha. The figure for January, furthermors,
wiy influenced by vnususlly severe winter weather over
large arens of the countey, which delaysd tha star of
HILLY projects,

In comparison with the first quarter of 1039 the total
value of residential contracts awerded in the first 3
months of 1940 decreased 4 percant, as the result of o
drop of 6 percent in private residentisl contrects which
moye than offset an inerense of 22 percent in public
contragte. The number of dwelling units covered by
thesa rontravts, on the other head, increased 4 percent.
The divergent movements i the value of residential
contracts and the anmber of dwelling units were due
in part t¢ @ decline in the average value per dwelling
unit. This decline reflected primerily o decrense in the
avarage size of dwelling unite, rether than ay actual
00st reduction for identicel accommodations. 'The di-
vergence between volue and number wes nugmented,
also, by the sharp decline in the valne of contrests for

hotels, dormitories, and other nonhouvsekeeping ap-
commodations, for which the number of dwelling units
is not counted. '

For private one- to four-family construction, some
improvement in the immediate prospects during Morch
end April is indicated by the bebavior of morigape-
insurance applications received by the Fedaral Housing
Admministration, which in the past 2 years hove tended
to flrctuate somewhat in sdvance of the start of con-
etruction operations, ' The number of mortgages cover-
ing new homes to be built, selectied for appreisal by the
Federal Housing Administration, kos advanced sherply
since tha end of February, reaching n new high point
during the week ended April 13, From the beginving
of 1940 until Fabruary 24 the number of these mort-
gaged salecied for appraisal had been almost identical,
weatk by weoek, with the preceding year, For the Bret 8
weels of the year the weekly aversge was 2,808 for
1940 and 2,591 for 1930. Beginning in the lest week
of February, howsver, at o time when & sessonal ad-
venes is eustomery, the rise waa much motre rapid than
in 1920. In the wesk ended April 27, 1940, the number
selected for appraizal wos 5,078, ns aompored with 3,667
in the corresponding wesk a year age. With so large
an inerense in the number seleoted for npprnise! {aven -
allowing for the fuct that some spplications mey be
rajected or withdrawn, and for the fach that & part of
tha ingranss may be due marsly to & change in the pro-
portion of all construction finenced under F, H, A.
inguranee), it nppeors reasonable to expect the velume
of privete one- to four-family building during the naxt
4 months o rise above lagt your,

The value of public residentinl construetion during
the first 3 months of 1940, though larper than in the
corresponding period of lost yoar, hea been at a rate
only about half of the average rots maintainad during
the last & months of 2039 In view of the fact that
public residentinl construction is now comprisad almoat
entirely of projects under the program of the United
Stetes Houring Aunthority and that mors than thres-
fifths of the program to be expected in the 37 anstern
States has nob yet been recorded in Dodge contraces, it
appenre likely that public xesidential contraots will
ao0n recover from their present low volume, and may
sadily retuta 0 the level of the last 6 months of 1939.

For both privete and publie residential eonstruction,
therefore, nvaltable evidence suggests the probability of
an increaged volume of controote, ot lesat for the naer
future, Tha outlock for the latter pert of 1040, how-
ever, mush ha judged on the basie of rather differant
considerations, The present sustained level of residen-
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{tal building follows a prolonged period of rapid advance.
Ia each year sivce 1933, the volums of residential con-
struction hes nereesed, and the andvence bhas been in-
terrupted only by the velatively brief, though sharp,
receseion in 1937, In 1930 the number of nonfarm
dwelling unita on whish conatruction was sterted was
mere than 8¥ timea tha number sterted in 1933, accord-
ing to catimetes of the Bureau of Labor Btatistics. The
numker of units sterted in 1939 waa not much below the
snnnal average number atarted during the last complate
cycla—that iz, from the low point in 1418 to the low
pointin 1983, On the other hand, the current iavel is
for below that renched &t the peak of the cycls, with the
1038 figure only about 50 percent of that for 1025. At
the pealt of the boom of the 1920's, hewever, population
waa inoreasing mors Tapidly then at present, rezidentisl
building was stimulated by unsound finaneiel practices
which contributed substantially to the ensuing decline,
and the rate of residentinl construction wes eo rapid
that renta wers falling and the nember of vacant prop-
ertiea wos undoubtedly rising. The presant relatively
low rate of population growth, the apparent laciz of the
spetulative enthusinem which wos vesponsible for over-
building in tha 1920's, the megmitude and duration of
the sdvanee which heas salveady taken placs, and the
failure of resideafinl construction to show much in-
erenge during the past yenr and a helf, at least raise the
question whether the axpansionary phasa of the pragent
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cyele may be approaching its end under present condi-
tions, With our emsting koowledge, this question can-
not he answered, but some lizht oan be thrown apon it
by eonsideration of the more important infiucnces that
are Imown fo operate on Tesidentinl construstion.

DEMAND FOR NEW RESIDENTIAL CONATREUCTION

The demand for additional dwelling units is deter-
minad $o 5 conaiderable dagres by changes in the nurgher
of households, These changes dopend pextly on vorions
factors thet influence tha exztent to which families live
with ofher families or mainfoein separate housoholds.
Ower long perivds, tha tetal aumber of families intrenses
a4 the population growe, but the rate of ineresss in the
ouimber of families has followed a generolly dowaward
coutse sincs the anrly 1920%, just as the rate of prowth
of {he entire population bnx tended io fall. During
this pericd, however, tha downward trend in net
inerensza in the number of families has been Eho less
steep than tha deerases in the rate of popuintion growth,
The extent of doubling, which ia tha sesond fastor in
the number of houscholds, is influsnced ¢ver long
pericds by changing social cusfoms and by gradual
chonges in the size of availeble dwelling units.

In datermining yesy-io-yaar ahanges in the number of
famniliea, the long-run tendensica gre lass importsnt then
the waripus short-run fastors. Changes in ineomes
affoct marriage and divoree rates, and thus help to
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determine the magnitude of the increases from time to
time in the number of families. Changes in incomes
end in rents affect directly the cconomic ability of
families to live ns separnte housebolds, and thue, to-
gother with the avpilsbility of dwelling units at the
required Tente, are important in Influencing the extent
of ""doubling wp.”

From 1932 througl 1937 the mte of inereaza in the
number of nonform fomilies ross, despits the long-time
downward trend, and the increnss in the number of
families during 1937 was severnl times ns lorge as the
inerense during 1932. Since 1937, however, the yearly
inerense in the nwmber of families has fallen, snd the
inerenss in 1939 waos appreciably less than that 2 yenrs
earlier. A decline from tha lovel of & yesr or 30 ago is
thus indieated in thiz factor of tha demand for new
regidential construction. Singa in the past residenial
construetion Liee falt the afect of chonges in the number
of fnmilies sevarol years ofter the chenges in inmilies
took place, the resultant deprassing effect on new build-
ing is likely to be 2 restraining factor currenily nnd in
the near foture. These estimates of changes in the
numhber of inmilies are anbjoct, however, to congidernhle
error, aspecially at present when the bose provided by
the 1930 sensus is so for distant.

The indiented decline in the net inerenss in the
number of families may he partially offsst by the fact
that the number of ""doubled-up" families appears to
have increased substantinliy during the past 1D years,
with decrenses in doubling occurring only in 1933 and
193¢, Insofar az the forces conusing thiz “doubling” are
econamic, any imcrense in the genernl level of incomes
mighibring abonta lorge demaond for additional dwelling
units by ceusing some of these “doubled™ fnmilies to
reconstitute themselvés as saparnde honssholds.

The demend for additionna]l dwelling: unita comes not
only from an inorense in the number of households bus
also from a shifé in the Iocation of housaeholds, insofar
as this migrotion is away from placea where the supply
af dwelling uniis is alrendy adequaie and Goward arens
where nn jncrepsed pumber of households can be
housed only by additionol building, The more rapid
the migration of this charncter, the larger will be the
nacessary. amount of building for any given incronse in
the total nuember of househelds in the entire country.
Migration is not o new factor, though the possibility of
declining population in certnin cities or arcas as the
result of migration may be greater now than previously
becavse of the slewer increass in the total population,
The exteni of this irternal migretion is determinad
very largely by changes in industrial and commercial
conditions, and the itude and direciion of these
movements of populstion msy chnnge quickly and
drastically as the level of activity rises or folls. The
high rate of industrial netivity in late 1999 ond eszly
184¢ probably accelerated migration inte industrial
centers. It is not clesr, however, whether rapid move-
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ment in this direction will continue now that the rate .
of sctivity hos fallen. The Daportment of Apriculturs
has estimated that there has been a net migration to
titdes in every yenr from 1920 to 1938, except for 1932,
Sinea 1932, however, the net mipration to citiss haa bagn
much smaller than during the 1920°s, and the eati-
mate for 1938 (the latest now nvailable) is vary low.
Only 2 years since 1020 have shown smaller net migra.
tion to cities than 1038, )
Migration, together with the influence of different
rates of natural incresse of tha popolation in differant
arens, contributes to geographie varistions in the rates
of building. Ae the Buresu of Labor Statisties' esti-
mates presented in figure 9 show, the rate of building
in proportion to population hns been highest during tha
paat 3 yeors in the Pocific const cities.  Urban construc-
tion in the South Atlantic and Southern States was next
moai active. The lowsst roies have been in cities in
New Englond and in the other Northenstern States,
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In this respact, the situaticn sinees 1937 hns baen quita
gimilar to that of other recent years. Informadion on
building in villages, in unincorporeted portions of metro-
politan rrons, and in the apen eountry, is not available,
though the same geographic diffarences probably exist
for copatruetion in these areas ns for urban huilding.
Fubli¢ residential construction, of litfle conseguence
prior to 1939, hos procesded &t the highes# rote in cities
in the Bouth Atlontie and the East South Ceniral
States, whera the rote of private sonstruction was alo
relntively high. Fublic residentinl building was lowest

"in eities in the North Gﬂntrn] Monntain, and Pacific

States.!

Further demand for additionnl dwelling units may
arize oles from papulation movements within citiea or
meteopolitan grens.  Cities have always tended to
grow gt their outskirts and generally to lose populntion

1 The roles of condbruch [ per Weogyed of Ebg popalotion arg basad an 1880 popaule-
o Opures podd Koo pOpssqEootly wirspraseatative losofsr as the warlone phodps of
aitlen Wave bed subetnntislly difarest population trands chirbng b paak 10 yenes.

Lt I ®1t, bowaren, thet tha prisdipul consloniond ey usafacted by the usa of 18X
napuiatlon ok,
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- i their downtown aress. Tt is slear from our present
knowledge that this tendency is continuing, though it is
not clear whether it is now becoming inteneified. In
recant yenrs, the rate of urban resideniinl construntion
has beent highest in the smaliest cities end somewhat
lower in the larger sities. Figure 10, which is based on
compilations of the Bursau of Labor Siatistiss, shows
the estimnted number of dwelling unit? on which con-
struction wag sterted in wrban areas fn 1937-38 per
thouennd of the population, for sitiay of different size,
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Dietailed information available for 1339 {ndicates thot
the higher figures for the smaller communities represent
a high rate of construction in the small suburbs of large
cities. ‘The rote of conatruction in amalbl cities outaide
of metropolitan areas is low. Despita the high rates of
construction in small suburban eities, howevar, & large
proportion of the totol volume of urbon vesidential
eonatruction is still eoncentrated within the city limits
of the central metropolitan cities. The estimates of the
Bureau of Labor Statistics show that 70 percent of nll
dwelling units started in 1939 in cities within metro-
politan nreas were begun within cities of 100,000 or more
populaiion {(which ore in nearly nll ceses the central
cities). Since detsiled informntion is not available
with respect to building outside of city limits, the pro-
portion of all metropoliton residentinl construction
which is undertaloon in cities of over 100,000 population
i8 mot known, but it seems probable that it amounta to
nearly 60 percent.

In many cazes, however, where the limits of the
central cities have in the past besn extended to include
large nreps of vacont land, present residential comatrue-

tion is toking place for from ehe downtown arens, and’

may he nccompanied by intracity population shifts.
This nppears to be the caze in New York City, where
comstinction hes been particutorty active in the out-
lying asctions of Queens, and may be the case in Los
Angeles, Thess two cities, together with Washingion,
In. ., and San Francieco, experienced in 1939 rates of
construction fnr above the nvernge for cities of over
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§00.000 population, and were regponsible for the high
rate chown in figure 10 for cities in this size group.

In 1937 and 1938, excopt for the influshee of n fow
individusl eities such as the Iour mentioned sbhove, the
relationship between city size ond rote of building was
both proncuneed and definits. The smaller the city,
the higher was its rete of building. In these 2 yoars,
moreover, the proportion of all metropolifan building
which was undartnkan in the central cities wns con-
sidernbly lower than in 193¢, In 1039 tha Jdiffarences
in the rate of construction smoeng cities of different size
wers somewhat smaller than in the 2 preceding yanrz,
and the share of the larpa cities somewhnt greater, ns a
resuit of the concentration of public residenttal con-
struction in the larger cities.

Although the present lendeney of citics to expand nt
tha periphery may bo stronger than in the past nhdd mny
now in some cnses be causing un actual decline of popula-
tion in the older downtown sections, chanpes in this
tendency within the next year nre not likely to be rapid.
Construction on & lmge seale of express highwaye
leading to the downtown aress of cities as now propozed
would undoubtedly strongly necelernte the movement
out into the suburhs, but this factor is unlikely to have
important effects during 1940,

The effect upon the demand for residential construe~
tion exerted by chnanges in the level of incomes hasg
slready been mendioned. For 1939 ae o whole the
level of income poyments wns about 3 percent higher
then in 1988, This improvement undoubtedly contrib-
uted, at least indirectly, to the increase in Tesidential
vonstruction last yenr. In view of the lag between
changes in income ond their effect upon new oconstruc-
tion, the rapid rise in income payments in the lnfter
pard of 19384 would normally be expected to have iis
principal effect in 1940, On accouné of the brief durn-
tion of the rise in incomes, however, it seems probable
that, if the present recession continues and if the decline
in income payments becomes larpe, the spurt in incomes
lata in 1939 may have no large effect on consiruction.
In this case the mejor determining influsnee. is likely to
ba tha behavior of incomes during the ramuainder of 1940,

Market Gonditions

During the past 2 yenrs, residential rents have been
gtable or have declined slightly. The steady advance
in rents which bod begun in early 1934 came to an end
lata in 1937, From Oectober 1937 to June 1939, follow-
ing the decline in incomes accompnnying the recession
of 19387, the INaticnal Tndustrial Conference Booard
rent index declined about 4 percent. However, in the
last few months of 1839 a fractionsl incrense in this
index occurrad,

Oa the whole, residentie] voeancies nppear currently
to be reletively Iow, The rapid and almost universal
decline in vacancies that began in 1933 came to an and
i the latier part of 1936, Since that time trends in
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vecancy have differed widely from city to eity, but in

‘moet eases the chonges (whether up or dewn) havs not
been large, snd it appemrs thot the ganeral lsvel of
voconcey iz not greatly differsnt now from that nre-
voiling in 1937. During the past 3 yesrs, tharefore,
the market has been akile to absorb the incressad volume
of residantinl comstruction. The net effect of all the
chanpges that have oceurred in the numbar of families,
in family incomes, in constryction ¢osts, in financing
eosts, in rante, in popular tastes with regard to housing,
and in the willingness of familiea and other investors
to purchnse new houses hns bean tn meke possible a
sharply rising volume of new residential construction
withoué nny sebstantinl addition to tha unusad supply.
Coat of Ownership.

During the past 2% yeuats, costs of residential con-
struction have apparently [ellen, though net by any
large amount. The index of construction costy of a
standard six-room frame house, compiled by the Federal
Home Loan Bank Board, was 3.8 percent lower in
Fabruory 1940 than in August 1937, despite the in-
crease that occurred after the baginning of the European
war in September. In compazison with residentisl
ponts, the cost of construction 18 apperently lower od
the present time than in 1937 and is probahbly lower
than in 1%36. In comparison with family incomes
the cost of construcilon is lowsr at present than at any
other tima in &t least the past 2 yesrs.

The total cost of housing depends not only vn the
coet of comatruotion bué also on cperating costs such as
tewes, repairs, and interest rates, Home-mortgage
interest Tatea contioued to decline during 1989 abd ot
the and of December stood at lowsr levels thon at any
pravious time. Furthermore, through the new pro-
visiona of the Federal Housing Adminietration with
regard to insurance of loans for low-cost houses it is
possible thai financing <an now be zrranged for this
type of construction on a much larger scale than in
the pust. Insofar as construction of these low-cost
howses bos previously been retarded by lack of finanding,
the new provision may serve as s imporisnt stimulant,

Bupply of Adiiticnal Dwalling Unita Dorlng 1929,

The number of new dwelling units on which construe-
tion wee started in nll nonform aresa in 1839 is estimated
by the Bureau of Labor Statiatice at 4¢6,004. This
compares with o totnl of 347,000 in 1938, Of the 1039
total, it is estimated that 542,000 dwelling uniis were
started in wban erens—that is, in indorporated citics
with o population of 2,600 or more in 1920. The re-
mmning 123,000 dwelling unite, or more than one-fourth
of the total, were started in “rural noofurm’ obrens.
In large part, os suggested above, thezs rural henform
dwelling units were erected not in the open country but
in the environs of latger ploces or in villoges
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The figures cited above for new construction do nos

_tnke into account additions to the supply of dwelling

units resulting from sonversion of existing stracturaes
to socommadate more Iamilies than originally intended.
Similady, they take no ascount of reduetions in the
existing supply by demolition, by fira end storm lozses,
and by conversions to nonresidentinl uees. - Tha mag-
nitnde of thess influences on the supply of dwaHing
umits in the pnst few yonrs 8 not known, though it is
elenr ihat the toial nwmber of uniia invelved is large.
To some sxtent, of conrse, net additions through con-
version tend to be offzet by demolitbione. Both con-
versions and demolitions are known to be of partiou.
larly great eurrent importonee in tha northeastern geo-
tions of the country where the rate of new eonstruction
ir reintivaly low.

In 1939, os in enoh of the past 8 yawr, new con-
stroodion was concentrated on single-fnmily houses to
a much grester extend than during the decade of the
1920°s, ‘Thi number of single-family houses started in
1939, for exemple, was 11 percent greater than in 1929,
ihe moat recent yoor of about the same over-all volume
of Teasidentinl consiruction, though the total number of
unids in all types of siructures was 9 percent less. In
comparison with 1925, the peak yeor, the number of
single-fomily houses started in 1035 decrersed 39 pex-
cent, whila the number of units in two-family and other
multifamily structorea dropped 68 percent. In privete
congtruction, the predominence of onefamily dwellings
in 1883 was even greater than in the totol, becauss of
the relntively large proportion of public residentizl
coastruotion which took the form of apsrtment build-
ing. The lack of spaculative enthusinsm and invest-
ment confidence, which has been partislly responsible
for the markedly lower level of constructivn of two-
family and other multifamily structures for rental pur-
poaea ia recent vears, has thus contribuied subatantislly
to the fwilure of residentisl construction to ries to the
levels reached in the 1020%.!

The supply of new dwelling units requires sdjust-
ment to the demand not only in terms of the total num-
ber of unita to ba supplied, the type of strustures and
their logation, but also m terms of the prics class of
houses which prospective purchessers of new houses
seek to buy. In urban places the averaga total cost
por dwelling unit {ncluding land) f new residential
construciion appests to have been in the neighberhood
of $5,000 in 1939, ns estmated on the bosis of building
permmit dabn compilad by the Buresu of Lahor Stetiatics.
This wae about the eame as in 1935 snd roughly 10
percent leds than in' either 1037 or 1038, For nll non-
{orm residential conatzustion the sverage total oost per

LTha cayptracHom setisces elled 50 this pacagraph or 1920 and 1820 are thets ol
thy Mutlenal Borep of Econombs Resekreh. ‘Tha akimatefor [0 was ronds by the
Doreaw af Labor BtethUos. :



May 104D

dwelling vnit was undoubtedly less than the $5,000
. avernge in urbon places. Computations based on the
1930 oensus data ? showed that the nverage valuse of all
axisting struotures in the nonfarm avens oudside of cities
in 1930 waa aboui hal the avernge valie of existing
dwelling units in urban places. If approzimataly the
same ratio holds for newly built dwelling wnits, the
average toial cost per dwelling unit for all nonfarm
consiruotion (incluoding vrban eonstruction) was spprox-
imately $4,500, The soalter about this average wos
wide, and # peams cartsin thet more thon holf of the
dwelling waits wers priced below thiz nverage. In fact,
& lerge number of dwelling units were built with costs
lower than the firure of $2,600, which is now regarded
82 the cost of the “low-cost house.” Ths Architectural
Forum hae estimated that ae many as 40,000 houses
goating $2,600 or less were built,

Deapite this relatively large number of low-cost
bousee now being built, id remsine true that most of
the new houses were constructed for the upper third of
the population, and that the proporiion of new houses
built for families of typical income was relatively
gmall. This situation in by no means new and is not
in itself an indication that the markat for new structures
of the costlavels néw being built is necesserily approach-
ing saturation. The relotively low level of vacancies
at the present time indicnbes, oo the contrary, that the
market iz in general not overbuilt, However, if low-
coab houses con be built which are better than existing
houvsee of the eame price, n lavge new merked would
be likcely to appenr besausa of the very large number of
families who can afford to live in & houss whose value
iz in the neighberhood of $2,600. If the improved
finencing wrrangements for low-cost houses under the
progrom of the Federnl Heousing Admimistrablion and
the waricus programs for promotion of economical

1Datd Lo Whikond, "THOaraxtbabs o Hoiedog Costn," Natfom Borsat of Eoo-
oomly Ressareh, Helskin 74, Beplomiber 37, 199,
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emall-house construction succeed in providing low-cost
housas thot are definitely beiter in quality thon existing
housea now available for equal sast, b fairly substansial
axpangion of voluma may be possible, at lanst wntil
tha pricé differantial hetween new and exiafing lLouses
disappears aa the result of depreciation in vglue and
reduciion in rant of existing houses.

Summary.

The rocent increases in applicetions for mortgage
msurvnoce racsived by the Foderal Housing Admims-
tratton and the large velune of public residential con-
pbruction which rernaing to be storted under the presant
program of the United States Housing Autherity shonld
havwe o considerable influenss on the veluma of 1eziden-
tial conatruction during at least the next few months,
Over somewhat longer pariods, however, the number of
housaholds, the extent of migration, the lavel of in-
comes, costs of construction and of ownership, the
confidence of ivestors, nnd the other factors disoussed
in sama defail above nre likkely to be of principal ivmpor-
tancs. During the past 18 months, the net effact of
thess influancss has resulted in substantinlly a sidewise
movement in regidential contracts. Meamwhils, ba-
havior of thess fantors has been mixed. The inorenss in
the number of families has lessened, incomes have
risen snd subsequently lost & part of their riss, costs
of construction hove fallen wnd then rerovared n
portion of their deeline, interest rates bave continued
to fall, On the whole, no powerful siimulus toward
either a much inerenssd or & mmuch diminished volume
of rasidential construction his sppeared. Such o stim-
ulns might come—in a favorable direction—from sue-
cass in development and promotion of low-eost houses,
or it might come from entirely outside the eonstruotion
industry. TUnsil it appoears, howaver, there seemns to be
little renson to expeci much changs from the present
level of netivity.



